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EXECUTIVE SUMMARY

The Public Utility Commission ofTexas (PUCT) has learned, from its experience

implementing a comprehensive long run incremental cost (LRIC) rule, that this type of costing is

complex and that the implementation ofany LRIC standard will inevitably vary across states. The

PUCT believes that the FCC should endorse LRIC as the appropriate cost standard, but should

not attempt to determine specific LRIC methodology. Also, the FCC should not seek to impose a

generic pricing standard for local exchange carrier (LEC) services.

Even with a set of standard costing principles between states, there are many factors that will

affect the outcome of cost studies. Between states, these factors will result in the calculation of

different LRICs for the same service and produce different magnitudes ofcommon costs as a

proportion oftotal LEC costs. Because the calculation ofLRIC and the magnitude ofcommon

costs as a proportion oftotal LEC costs is subject to such variation, a specific LRIC-plus-percent

pricing standard could have different cost recovery implications in the different states.

The complexities surrounding the costing and pricing of services provided by a multiproduct

firm that supplies monopoly and competitive products are not conducive to a LRIC-plus-percent

pricing method or simple allocations ofcommon costs to services and groups of services. Due to

these complexities, state commissions are best equipped to make costing methodology and pricing

determinations on a case-by-case basis in their respective states.
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I. Introduction

1. The Public Utility Commission ofTexas (PUCT), having been given general regulatory

authority over public utilities within our jurisdiction in Texas, hereby submits these Reply

Comments on long run incremental costing and pricing of local exchange carrier (LEC) services.

These reply comments pertain to the costing and pricing issues contained within the Notice of

Proposed Rulemaking (Notice) adopted on April 19, 1996 by the Federal Communications

Commission (FCC). 1 Many of the parties filing comments in this proceeding have expressed

differing opinions with regard to the relationship between the costing and pricing ofincumbent

LEC (ILEC) services and the successful introduction of competition into the local exchange

telecommunications market. (For example, whereas MCI asserts that "All unbundled network

1 In the Matter ofImplementation ofthe Local ComPetition Provisions in the
Telecommunications Act of1996, Section 1I(B)(2)d (paras. 117-157), CC Docket No. 96-98,
Notice ofProposed Rulemaking, FCC 96-182 (April 19, 1996).
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elements should be priced at TSLRIC [total service long run incremental cost],,,2 the U.S.

Telephone Association opposes using TSLRIC as a ceiling on prices for unbundled elements, as

such a ceiling would not allow ILECs to recover their joint and common costs and other

embedded costs.3
) We believe it would be helpful for the FCC to be informed ofthe costing and

pricing activities currently taking place in Texas. In brief, the PUCT has learned, from its

experience implementing a comprehensive long run incremental cost (LRIC) rule, that this type of

costing is complex and that the implementation of any LRIC standard will inevitably vary across

states. The pricing ofLEC services is an exceedingly complex undertaking and does not lend

itself to a simple or generic rule. And finally, due to these complexities, state commissions are

best equipped to make costing methodology and pricing determinations in their respective states.

ll. The Texas Cost Rule

2. The Public Utility Commission of Texas was one ofthe first state commissions to

adopt a uniform long run incremental cost (LRIC) methodology for LEC services. The PUCT

adopted its rule in September 1993.4 The LRIC rule was adopted primarily for three reasons: (1)

the PUCT recognized the need for telecommunications services to better follow economic costing

and pricing principles; (2) a standard costing methodology would lessen the possibility for

manipulation ofcost studies by LECs and promote a consistent basis for review ofcost studies;

and (3) long run incremental costs provide the appropriate basis for establishing a cost floor to

protect against predatory pricing and cross-subsidization.

2 Comments ofMCI Telecommunications Corporation, Table 2, p. 23.
3 Comments ofthe United States Telephone Association, p. 31.
4 A copy of Subst. R. 23.91 is provided as an Attachment to these comments.
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PUBLIC UTILITY COMMISSION OF TEXAS MAY 28, 1996

3. The Texas rule takes a "building blocks" approach to costing network services. This

approach is based on the fact that a number of basic network functions (BNFs), in various

combinations, are used to provide a wide range of services. A BNF is defined as a discrete

network function, which is useful as a stand-alone function or in combination with other

functions, for which costs can be identified. S For example, the interoffice originating call setup

switching BNF is used to provide local calls, intralata toll calls, and interstate access. Using the

building blocks methodology, the unit cost for that BNF will be the same regardless ofwhich

service it is used to provide.

4. The rule defines LRIC as the change in the total costs of the company of producing an

increment of output in the long run when the company uses least cost technology. 6 The relevant

increment of output is defined as the level of output necessary to satisfy current demand for the

service', hence the rule is consistent with definitions of total-service LRICs. Least cost technology

is the technology or mix of technologies that would be chosen in the long run as the most

economically efficient choice. The choice of technologies, however, shall be: (1) restricted to

technologies currently available on the market; (2) consistent with the level ofoutput necessary to

satisfy current demand; and (3) consistent with overall network topology and design. 8

5. The rule requires Tier 1 Class ALECs to perform three types ofLRIC studies: (I)

basic network function (BNF) studies; (2) service studies; and (3) group of service studies.

Currently, 260 BNF and 75 service studies are scheduled as part of the PUCT's three-year effort

S Texas PUC Subst. R. 23.91(c)(16).
6 Texas PUC Subst. R. 23.91(c)(2).
, Texas PUC Subst. R. 23.91(f)(1).
8 Texas PUC Subst. R. 23.91(c)(14).
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to investigate LEC service costs. Ofthose scheduled, 201 BNF and 39 service studies have been

filed. The number of group of services studies that will be filed is unknown at this time. Groups

of services continue to be defined as the LECs gain a better understanding of their common costs.

The commission's review of these LRIC studies has been cited as one of the most thorough and

consistent reviews ofLEC costs undertaken.9

m. The Complexity of Long Run Incremental Costing

6. The PUCT believes that the FCC should endorse LRIC as the appropriate cost

standard, but should not attempt to determine specific LRIC methodology. Also, the FCC should

not seek to impose a specific LRIC-plus-percent pricing standard for LEC services. Even with a

set of standard costing principles between states, there are many factors that would affect the

perfonnance of cost studies. Between states, these factors would result in the calculation of

different LRICs for the same service and produce different magnitudes ofcommon costs as a

proportion of total LEC costs. Because the calculation ofLRIC and the magnitude of common

costs as a proportion of total LEC costs is subject to such variation, a specific LRIC-plus-percent

pricing standard could have different cost recovery implications in the different states.

7. Factors that affect the performance ofcost studies and the size of common costs as a

proportion of total LEC costs include the identification ofgroups of services and treatment of

common costs, variations caused by network topology and design or geographic and demographic

characteristics, and the application of cost drivers.

9 Copies of Staff's comments on those LRIC studies the Staffhas reviewed are available for
public inspection in the PUCT's Central Records Division.
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8. One important aspect of the PUCT's cost rule is its treatment of common costs. This

is required by the recognition that common costs are more complex than previous costing

methodologies contemplated. Earlier costing methodologies determined that a cost was either

directly caused by a service or it was a common cost to the firm. Today our understanding of

common costs is more sophisticated. The rule defines common costs as costs that are not directly

attributable to individual cost objects.

9. There are three types of common costs: general overhead costs, costs common to

BNFs, and costs common to services. 10 General overhead costs are costs incurred in operating

and managing the company that are not directly attributable to BNFs or services. Costs common

to BNFs are costs incurred in the provision ofBNFs that can not be attributed to anyone BNF

individually but only to a category or subcategory ofBNFs collectively. Costs common to

services are costs incurred in the provision of two or more services that do not vary with changes

in the relative proportions of the outputs ofthose services.

10. To further address the issue of common costs, the rule requires LRIC studies for

groups of services. Groups of services are defined by the presence of common costs between

services. 11 A subset ofLEC services may require the use of common equipment or software.

However, other LEC services do not require the use of this equipment or software. Therefore, to

conclude that the equipment or software cost is a common cost to the firm is incorrect. This

equipment or software cost is a "group common cost" for the group made up of that subset of

10 Texas PUC Subst. R. 23.91(c)(5).
11 Texas PUC Subst. R. 23.91(h)(2).
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LEC services. Possible groups of services include: custom calling features, ISDN services, PBX

type services, and CLASS services.

11. For example, there is a capacity cost incurred to provide a unit of the call forwarding

BNF. That capacity cost would be identified in the call forwarding BNF LRIC study. There is

also a capacity cost incurred to provide the call waiting BNF which would be identified in the call

waiting BNF study. There is a single software right-to-use fee which covers call forwarding, call

waiting, and other custom calling features. The software right-to-use fee is not identified in either

the call forwarding or call waiting BNF LRIC studies. The software right-to-use fee would be

identified in the custom calling features group of services LRIC study.

12. There will likely be many layers of costs common to services and hence many layers

ofgroup of services studies. For instance, custom calling features and CLASS features may be

two distinct groups of services. But custom calling features and CLASS features may themselves

share equipment and thus form another group of"switching features."

13. The manner in which states identify the layers of common costs (and their associated

group of services LRICs) will have a great impact on the amount ofcommon costs reflected as

general overhead common costs. Using the custom calling features example above, three different

treatments of common costs can be imagined. One state may allocate the software right-to-use

fee common cost among the individual services, so that the common costs are identified as part of

each service's LRIC. Another state might take the Texas approach and identify the right-to-use

fee in a group of services LRIC. A third may designate the right-to-use fee as a general overhead

common cost. Even assuming that the underlying costs to provide the services are the same in

6
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each ofthe three cases, because ofthe alternative methods ofreporting common costs, a LRIC

plus-percent approach to pricing would produce different cost recovery results.

Network Topology and Design

14. Network topology and design refers to the manner in which the telecommunications

network is laid out (placement ofcentral offices, tandem switching points, etc.) and the type of

equipment installed (fiber or copper cable, type and size of switch, etc.). Network topology and

design are closely related to geographic and demographic characteristics. The size ofcommon

costs as a proportion oftotal LEC costs can vary dramatically by virtue of these factors and, as a

result, these factors can have an impact in the calculation ofLRIC. For example, the difference

between engineered capacity and usable capacity (as represented by a capacity fill factor) will vary

from state to state based on geographic and demographic characteristics. Imagine a central office

switch that is engineered to provide telecommunications services for 10,000 access lines. If that

central office serves approximately 10,000 access lines, most of the costs of that switch will be

directly attributable to the provision of services. However, ifthat switch only serves 2,000 access

lines, only a minority of the costs of the switch will be directly attributable to the provision of

services and those that are not attributable will be treated as common costs. Following this logic,

a densely populated urban state may have a smaller amount of common costs as a proportion of

total LEC costs than a sparsely populated rural state. Again, a simplistic LRIC-plus-percent

pricing rule would produce different cost recovery results in these states.

7
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15. Another reason that the LRIC costing methodology may differ between states is the

manner in which cost drivers are applied. A cost driver is a specific condition, under which a BNF

is provided, whose change causes significant and systematic changes in the cost ofproviding a

BNF.12 For example, if the cost ofproviding a Network Access Channel varies with distance and

the size of the serving wire center, then distance and wire center size are cost drivers for that

BNF. LRIC studies will have to utilize a graduated scale of cost drivers to clearly demonstrate

their effects on BNF costs. The gradation is likely to differ among BNFs.

16. For example, the costs of some switching BNFs may vary dramatically with wire

center size, so that small, medium, and large wire center size categories may be described as 0

10,000 access Jines, 10,001 - 20,000 access Jines and greater than 20,000 access lines. The costs

of other switching BNFs may vary in a more gradual fashion, so that small, medium, and large

wire center size categories may be described as 0-25,000 access lines, 25,001 - 50,000 access

lines and greater than 50,000 access lines.

17. State characteristics will also playa role in determining the scale of gradation for cost

drivers. A state with a relatively long average loop length will have a different scale of cost

drivers than a state with a relatively short average loop length. The number ofgradations

required to clearly demonstrate the effect of the cost driver on BNF costs is also likely to differ

among states. This is another reason that, while the FCC may want to endorse LRIC as the

12 Texas PUC Subst. R. 23.91(c)(7).

8
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appropriate cost standard, the specification of costing methodology is best left to individual state

jurisdictions.

IV. Pricing Issues

18. The complexities surrounding the costing and pricing of services provided by a

multiproduct firm that supplies monopoly and competitive products are not conducive to a LRIC

plus-percent pricing method or simple allocations of common costs to services and groups of

services. As has been discussed above, even with a conscientious effort to comply with a

standard costing methodology, many factors will cause states to have differing amounts of

common costs as a proportion of total LEC costs. Given this consideration, a simplistic LRIC

plus-percent pricing rule would produce different cost recovery results in these states and could

have unintended consequences with respect to the cost recovery burden of basic LEC services.

19. The major issue in the pricing ofLEC services is the allocation and recovery of

common costs. Unfortunately, economics gives us little in the way ofguidance to deal with this

fundamental aspect of pricing. The literature states that there is no economically correct way to

allocate common costs. The literature shows that a profit-maximizing firm, operating solely under

a rate of return constraint, would eventually arrive at the oft-cited inverse-elasticity pricing rule or

"Ramsey rule" which states that the degree to which the price of a service is greater than the

marginal (incremental) cost of the service is inversely proportional to the elasticity of demand for

that service. Or more simply, the more inelastic the demand for a service, the greater the

contribution to common costs. While Ramsey pricing, under certain conditions, maximizes

9
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consumer surplus, it ignores equity considerations. It is the role of the state commission to

balance the tension between efficiency and equity given the specific desires of the state's citizens.

20. A comprehensive pricing policy will require knowledge of the following: (1) the

LRICs for individual services and groups of services; (2) identification ofthe various group

common costs; (3) demand characteristics of each service, including quantity demanded and

elasticity of demand; (4) the degree of competition a service faces; (5) the difference between long

run and embedded costs; (6) and the public policy goals of the state such as promotion of

universal service and protection of captive customers. Pricing decisions must be made on a case

by-case basis by the state commission since it has the best knowledge of these interweaving

factors in its jurisdiction. In fact, without considering these factors, the only appropriate use of a

LRIC is to establish a price floor to prevent predatory pricing and cross-subsidization.

10



PUBLIC UTILITY COMMISSION OF TEXAS

Respectfully submitted,

MAY 28, 1996

Public Utility Commission ofTexas

7800 Shoal Creek Blvd.

Austin, Texas 78757

May 28, 1996

~-\wMl\I\

Robert W. Gee
Commissioner

11



Attachment
PUCT Substantive Rule 23.91



l23.tl ....... 1IIC aI Celt Metbodolo&Y for DoIaiDaat Cerdfkated T.......ieadoIu Utility
(DCTIJ) SenieeL

(8) .Uc.... ThiI __ sbal1 apply to DCIUs with annual revenues from repJated
teJecom"RIniclItioaI opeI'Idoos in Texas of$l00 million or IDOR for five CODIICCUtive ycua. An incumbent
local rxc:tumae carrier that is DOt a Tier I local exchaoac oompany as of September 1, .199', at that
QOIDP8DY's option, may adopt the COlt studies approved by the commission for a Tier I local exchange
COJDpIDY.

(b) ....,... This aectioD sbal1 be WlCd to determine the long run incIeJoental COltS iDcuned by DCIUs in
till proYiaion of tdC!lCOlllDPlDiadioos services. The costs determined in this section IhIIl DOt be used to
dMmiDe a compaoy's revenue requirement during a pl'flO".Cding pursuaot the Public Utility Regulatmy
Act of 1995, §3.210 or §3.211.

(c) .......... TIle fol1owiDc words and terms when used in this section shall have the following meaning
wdeu the context clearly iadieates otherwise.
(1) Alldllary Senica - The category ofbasic network fuoctions (BNFs) (as dcfiDed in parasntph (2)

of this subsection) that provide for <:ertain activities that either support or otherwise are acljuDds to
other BNFs or finished services. This categoJy of BNFs consists of three subcategories of BNFs:
Billing and Collection; Measurement; and Operator Services.
(A) ... lad CoIIectioD - The subcategoIy ofBNFs that provide for the fuDdion of compiling

the iDformatioo needed for cuatomcr billing, preparing the customer bill statement, disbursing
the bill aDd coBec:tio& the customer payments.

(B)~ - no subcatcIO'Y ofBNFs that provide the functioDs of usembling, collating
aDd traDlmittiq end dce switch recorded call data (occurrena: and duration).

(C) Opentor Serrieel- The subcategory ofBNFs that provide for the provision ofa number of
live or mechanized assistance fUnctioos to aid customers in the following ways: obtaining
customer telephone number, street add.ras and ZIP code information (diJectol)' assistance);
providing new telephone numbers or explanatory information to callers who dial numbers
which have bop chaDpd or disc:oDDected (intercepts); providing assistance to customers in
completing operator haDdled toll or local calls (collect, credit card, third party, station-to
statioa or peqon-to-penon); clw:1dng busy lines to make sure the line is not out of service
(busy line verification); and interrupting busy lines (busy line interruption). These Operator
Services are provided to end user customers as well as local exchange and interexehange
carriers.

(2) ... lIItwerk fuadioIa (BNI') - A di8crete aetwork fuDdion, which is useful either as a stand
alone fuDction or in oombiDation with other funaions, for which COltS can be identified.

(3) CapiUI C8IU - The recurring COltS that result from expenditures for plant facilities that are
capitaliDd The aDDUa1 capUal COltS consist ofdepreciation, COlt ofmoney, and income taxes.

(4) Catepria of BNJ's- AU BNFs shall fall into one offour categories ofBNFs. The categories are:
Network Access (as defiDed in par8Il'8ph (18) of this sub8ec:tion); Switching and Switch Functions
(as defined in pa1'8II'8ph (20) of this su.blection); Dedicated aDd Switched Transport (as defined in
paragraph (10) of this subsection); and AncillaIy Services (as defined in paragraph (1) of this
subsection).

(5) COIUIOD costs - Costs that are not directly attributable to individual cost objects. For the purpoIeS

of this section there arc three types of common costs: general overhead costs; costs common to
BNFS; IUd costs common to services.
(A) GeIIeraI overllead eOIU - Costs incurred in operating and managing the company that are

not directly attributable to BNFs or services.
(B) COItI commM to BNI'. - Costs incurred in the provision of BNFs that can DOt be diJectJy

attributed to anyone BNF individually but only to a eategol)' or subcategol)' of BNFs
collectively.

§23.91-1 effective date 1/11/96



(C) COIU c.-c. to IeJ'\IIca - Costs iDc:urred in the proviIion of two or more IeIVices that do
not vary with cIIInaes in the relative proportions of the outputs of thole lIeMces. Common
COltS lie not directly attributable to any one service individually but only to a group ofservices
coDectiwly. III the event a BNP is .... in the prcMsion of two or more then the
l'OI..- iDIeIItitM COlt of the BNP is a cost common to the services that the BNP.
Hnewr. iftbe tee:ImotoIical requiremeDts for tile provision of one BVic:e alter the least COlt
techaoIo&Y choice for common BNFs or common fac:ilities, then the increaIe in COltS c:aucd by
the nquiremeDls for more adYanced tec:hnoIOJies is not a common COlt but a cost dim:tIy
aauiratlble to the IefVice that alters the least COlt teebno1o&Y choice.

(6) Colt c....._ ........ - The principle that only thole COltS tbat arc CBUIed by aD activity (such
as a 1IIItWOIt ftmcUoIl. .w:e. or gmap of seniceI) in the 1011& nm lie diRdIy attIlMabIe to that
activity. Cola lie c:auIed by aD 1Ctivity, in the 1001 ron, if the COltS arc brought into exiItence as a
diJect result of the activity.

(7) Colt drhv - A .,ecific condition, under which a BNP is provided, whole clump causes
significant IDd I)'Ita*ic cbaDpB in the COlt of providiq a BNP. For example. if the COlt of
providiDa a Network Aa:eIs Clumnel varies with the density and size of a wire center, then density
IDd size lie COlt cIrhers 1br that BNP.

(8) Colt~Mt- The.. of interest paid on borrowed money.
(9) Colt~ IMIIe)' - The weighted annual cost to the DCTU of the debt and equity capital invested in

the COIDpIIly.

(10) DeeIlcIt.d .. S"I••" 1'ruIport - The eateIOIY ofBNPs that provide for dedicated or shared
tranSJlrilllion traDIport between two or more DCTU switellina offices or wire centers. This BNF
eateFJ)' ClOIIIiIU of two subcateIories ofBNFs: DedicatlCId Transport and Switched Transport.
(A) D Tr•• ,,11't. - The IIUbt:atepy of BNFs that provide for full period, bandwidth

IfICIIc (e DS-O. DS-I. D8-3) intcrofllce transmission paths between the originating and
....Mti. paitdI~cbamlel connection.

(11) Dep - The charpI baed on the depreciation accrual rates designed to spread
the COlt NCOWIY ~tbe property over i1II economic ute.

(12) E~ - COllI iIIrcumd in the provision ofservices that arc expensed. rather than capitalized, in
8CX:OIdIace with the UDifbrm SyItem ofAccounts applicable to the carrier.

(13) Group ~..... - A number of separately tarift'ed services that share significant common costs
(as cIdDed in ...,.apIa (5) of this subleaion) that arc necessary and unique to the provision of
thole .me:. and _ DOt dInctIy attribublble to any one service individually. This term also refers
to a situldon in which two or more groups of services arc part of a larger group of services because
of sipificant common COltS that arc DeCeSI8Iy and unique to the provision of all the services in the
groupbut are DOt diNdly_"Ie to any one JIOUP or service individually.

(14) LeMt eIIt ....1111.. - The techaoIo&Y. or mix of tecllnologies, that·would be cboIen in the long
run _ the IDOIl ClCClMIIticIDy eIk:ient choice. The cboice of1eaIt cost technolOJics. however. shall
(A) be ftlIIricted to tIC1IDoIOJieI tbat arc currently available on the 1D8Iket and for which vendor

,..am be .....-;
(8) be COIIII-.n with tile le¥el of output necessary to satisfy current demand levels for all services
..die BNP in qullIIion; and

(C) be CDIIIiItont with CMlI8U network design and topology requirements.
(I~) Loa.... - A time period long enoup to be consistent with the assumption that the company is in

the p1enni 88d all ofits inputs arc variable and avoidable.
(16) Loa... _ ,.1 NIl (L1UC) - The cbanae in total costs of the compIDy of producing an

incIeIMIIt m0UIpUt in the long run when the compauy uses least cost technology. The LRIC should
excb* -.y COltS that, in the long ron, arc not broupt into existence as a direct result of the
increIDeDt m0UIpUt.

(17) M~~ 1IIIIt all - The IMIIUIe of usage used to calculate unit cost for a pIIticuIar BNF (for
en.. a .... of ... of a switching function, or a quarter mile of a DS·I Network Ac::cess
ChaDDel). The measure ofunit costs may be multidimensional; for example, it may have both time

§23.91-2 etfective date 1/11/96



aDd eli..... oompoaoot&, Tbc IIII8IUl'C of unit cost choIen for a BNF sball correspoDd to the buis
..whicIl the COltS oftbat BNF are incumd.

(18) Network. AccaI - The catelOry of BNFs that 8CC01'UDOdate ICCeI8 to otber Detwork fuDctioDs
pmvidId by DCl'Us.~ i. lCCOIIIPIisbed by trIIMariasioo I*bs betweml CQItoIDID IDd DCl'U
wiIe~. Tbis af.OIDIY aNi.s of tbnIe ........ mBNF.: Netwodt Access CbaDDel;
NetMJIk~CUucl CoaDectioD.; aDd Cll8InW PortormaDce IDd Other F..... aqd FUDCtiou.
(A) N*ork~ (NA) aanel - The subcItoaory of BNFs that proyidc the trIDSIDillion

pith betweea tile point of iDterfIee at the customer locatioa aDd the main diItribution flame. or
equMIIoDt (e.... DSX-l. DSX-3). ofa DCIU wile c:eotcr. .

(8) NenMrIr. a- (:MA) CIt... C_edila - Tbc~ of BNFs that provide thei...,....... the *"'* Acca& CbaImol IDd the DC1U wire center switebingI' i, Wi. nIl...-. dIdic:ated tIaDIpOIt equipmcot (dedicated intemftice circuits). or
"Iequent et:...,,equip.ellt (dedic:atod iIdraoIIke circuits).

(C) CIa.... Perf......-e ad OtMr Featuna ad Fucdou -The subcUIJOIY ofBNFs that
pIUYide die ,.,,_1 ~ODl aaociated with tranIIDillion or service type (e.g.• aulog,
diJitaI. caiD, ISDN). bIDdwidth conversion, signali.... multiplexing, amplification, IDd
..., performaac:e.

(19) 51.... - For the purpoIIII of this lleCfion, the qualifyiDa term signifkaDt is UIed to refer to
iDltlDCN' in whicIl CCIItI or c affect tatallItudy I'IIU1ts by at Icut five percent. This pueral
pideliDe for WMa COItI or c are sipificant may be NIaxed by coDlidaing the cumulative
eliot ofei1IIer iad'" or cxdudiDI COllI or c.... from a study.

(20) So ~......... tlMI. - Gnupiap m cloeely zeIa&ecl BNFs in a CIteJOIY ofBNFs.
(21) Switdaial- Switcll JWaeti..- The category ofBNFs that provide for switched access between

two or IIIIIIIR NeewoIk AaceII Channels or betweea Network Access CbannNa UId other BNFs, such
81 iDterG80e tJaDIIMIIt. TbiI t'uaaon is aa:omplisMcl throuP the IlItablilbment of a temporary
b"mI.i.liDil pada .... NetwOIt Accea Chanol. in the same switdainl office; between a
Network A1:x:I:ss Chanocl IDd the interoffice facilities that inIercoDDeCt awitebing offices; or
~ a Network ACClIII CbaaDeI and other BNF.. nus BNF category IhaIl cover the first point
ofswitchiDI for a customer. This BNF category consists of three subcateaories ofBNFs: Interoffice
SwitchiDl; IntrIoftice SwitchiDa; IDd Switching Features.
(A) ....... &....,N.. - ne IUbc:atcpy of BNPs that provide for: switchiDI between

NtewoIk Aac.s CJeeudI .. Switcbed TruIpott fiIldIities which are c:ouecIed to dift'erent
win ClIIItm; betweeD Network Access ChaJmels aDd Switched Transport
taciIitieI wIleR swi1ldl is u.cI 81 the tint poiDt of intcI:fiM:e to the DCIU switched
DCltWOlk (e.g.. ~on of facilities from an inlerexchange carrier's point of network
iJIIafIce).

(8) IIItnafftce Switddal- The subcItoaory ofBNFs that provide for switching between two or
more Net\1OIk AOCIII CbMnels withia the liliie wile center.

(22) Uait CGIt - A COlt per uait of output c:alculated by dividiq the total long ron incremental COlt of
production by tbe ofUDiu.

(23) V.... _.11Ift - The costs of providing a BHF that vary with the volume of output of the
IIeI'Yioes tbat _ She BNF'.

(24) VoI..-e ........ve c.u - The costs of providing a BNP that do not vary with the volume of
output ofthe IeIVices that 1I8C the BNF.

(d) Geaeral prlllClplel.
(1) U...,.. tbe~ and application of this lleCfion is the recognition that the DCIU

netMft ".... of a fiDite D1IIIIber of BHFs that, when buDdled in various combinations, can be
used to deIMr aDd market a vast variety of te1ocommunieatiou services. Therefore. the
c:IeterIDiBIDoa of die COlt of a service and the costs of a group of services under this section shall
involve the identifieatiOll and costing ofBNFs.
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(2) The WC studies tba the DC1U is required to file UDder this seedOll shall _ that the company
is opendiDg in the Ioq ron and employs least cost tecbnolOJies. as thole terms are defined in
IIII-.:tioD (e) attltillIdion.

(3) ID Older to obDin ICCiIII8teLMC study results, the nCI'U shall avoid the UIIC of.meddecl cost data;
...... items IDd ClIfbl COltS IbaIJ reflect long ron iDcremeDtal COllI and tile DCIU shall justify
Illy i1III8DCe in wIddt embedIIed cost data are used.Furtber. the fad that the COICI determinccl under
tbillICtiOIlmay ... from. the c:ompauy's e.....ded costs as datenniDed dmDg pt'CQediDgs under
the MIic Utithy'.'*"Act of 1993. §3.210 or §3.211. should in DO way cause the ClOIDpIIJly to
altaib. any of thD ClIIt diiCiepaney to WC It1Idies fbi' BNFs.1en'iceI, or groups ofservices.

(4) TIle ............. tor .-vic:e pric:iDa rec:mery of the m.ue requiJement will be
de\'eIoped ill the natmti., pI'CIClDedIftI 1M uder nbIeetioD (P) oftbis section.

(') WbIa aBNF is .... itt tile prcwisioD at two or .mces then tbe wlume iDleasitive cost of the
BNF is a cost COIIUIlOIl to*'~ (as dIftDecl ill IIIbIectioD (c)(3)(C) of this section) that use the
BNF.

(6) WIIen.-vices shale .I,dflcant common costs (II deftRed ill subIection (e)(3)(C) of this section).
noae of the COIDIIlOIl COllI sbaIl be included in the LRIC stdes for the services individually;
m.a.d. the company shall identify which services share the COIIIiDOD costs 8Dd attribute the cost
..,.eay fIIIPODIdblIty of tbIIe COlIS to the Ift'UP of lIOl'Vioes co1lediwly. Specific:ally. the
iDdIviduIl WC ..... fbi' railimUel and buIiDea bIIic local excII8qe M'Vi<le. as these services
are....on the 6cdft date of this section, sUB exclude any volume iDaaIIiUve costs associated
with the \lie of the Mlwoft ACClIII Channel Baic Lew1 (as deftned inllUblecdon (e)(I)(A) of this
...) IDdNetwork Ac:cesI ChtmneI ConnectioD Basic !.eYe1 (II cIdlned iIl ......'1ion (e)(2)(A) of
dlillICtion).

(7) WIleD t1WO or more of IeIVicIs share COIUDOIl CCJItI. !lORe of the OOIIIIDOD COltS sba11 be
..... ill the LIUC tbr &fOIIPS individually; instead. tile compIII)' IIIIall identify which
....1IIlIre the COIUlOIl costs and lIIIip the common COlt recoYeIY rapoDSibiUty of these costs to
..poup8 co1Iectiwly.

(8) NodIiIIa in this section is intended to citbel' endorse or reject the DCIU's current rate and tari1f'
1tI'UCtuNI.

(e) ItIeadfteatIeB fill...Netw... l'IuIctIoa The DCIU shall identify for each subcIIteJoty ofBNFs the
............ty~"'I B!NFs. T'he determiDation of the appropriate depee ofagreption of
netw8Jk CCJIIIIIODI8II, ftmcIiODl, or activities into ......, ideDtifiable BNFs Iba11 be a>DIiBIent with the
princ:ipJeI cIeIcribed in "'ucdOll (d) of this sac:tioa. Furtbennore. ill choosing BNFs. the DCTU shall
... to miaitni711 the ..." Ir of network components. ftmc:dcJas. or aetMties that are not included in
BNFs. In addition to BNPs the company identifies under this subsection, the company sba11 identify for
ellCh subc811l1OtY ofBNFI the tW1eMq pRlICribod BNFs:
(1) Betpdnd BNI's fOl" .IIe_pry Network AccaI (NA) Cbanael:

(A) NA CIt...... J..eq(: A transmi.. path which provides less than 1.344 Mbps digital
captlbiJity. nu includes 300 to 3.000 Hz"'01 voice service.

(B) NA CIa.... IS-ll.eft1: A transmission patb whicb bas 1.'44 MBPS .talClPlbility.
(C) NA CIaaueI DS-3 Level: A transmission path which has 4' MBPS diaital capability.

(2) ....red BNI'I ,. -.c...pry NA Cb..... Coaaettica:
(A) NA CbaueI COIIMdioIt Bule Level: An iIderfac:e for c1IInnds which provide less then

1.544 Mbps diPtal capability. This includes the interface for 300 - 3.000 Hz analog voice
service which is the basic interface for most voice grade &enices IIICh II: buic local
RBidntial 8Dd local business service, PBX tnmb. CcmtIex-type acc:eII lines and voice JIade
dedicated~ -mce. In addition. tlaia eateaory includes the interface for four frequency
be8cIwiddII piIW\'idod b' audio chaBnds such as: 200 to 3.'00 Hz. 100 to 5.000 Hz. 50 to
8.000 Hz and 50 to 1'.000 Hz. Also incl:uded in this BNF 8Ie the interfaces for low speed data
transmillion at speeds of 2.4. 4.8. 9.6. 56 Kbps and all other speeds below the T-I rate of
1.344 Mbps. This interface is for IUlIl'OWband service.
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(8) NA C'n"ztJ C•••,edIe DS-l Le¥eI: An iIMrfIK:e for 1.544 MBPS di&ital traumiuion
cJwmeIs. 'l1UI~ couects hiP capacity widaIud traDlmiaion clumoels which
operate in a full duplex, time division (digital) multiplexing mode.

(C) NA CII..a C..... DS-3 Le¥eI: An iIIterU for 45 MBPS diaital transmiuion
clwtMIs. Tbis iDterf8ce CO"JMM* broadbuId tnDSBIissiou chenuel. which operate in full
.... tUM diviIieD (cIfIital) multipJcxing mode.

(3) Required .NI'I for "c.t• .,. o....a Perfonuace ... OtIaer 1'.......ad I'uetIou:
(A) Staallard d " •• ad tn••,..... level capUIIftieI. Siptlioa aad transmillion level

C1III it*1e .. a wide variety of Detwork .me. IIId app1ic:atioDI UIOCiated with the
BNF NA CIumtd Buic: I..ael.1I defiDed inpuqrapll (I)(A) ofdaillUbAection.

(8) "--..ani .......... wu...... level upalaDidel ... GtIaer f....ra. SjpaUng
ad tru 1eYel CIPIbilitiliud otIJcr fcaturea and tbDdioas, other than those cWined in
........... (A) of t1Us PIf8IIIPh, such II hiP voltIp protection, multiplexing. and
bridIiD&- TIle OORIPIRY is eDCOUIIpd to diAltPeptc this BNF into smaller BNFs that capture
till wddY of....and 1bDdiooI available to QIItomen.

(4) .......... f. __lite...,. IllteNlke SwitdIiIIa: .......mce SwitcIUDI- The type of
switelliD& tUt~ for: switchiaa between Network Aa:as Channels aad Switched Transport
facilities which are CODDICtId to dUfereIlt wire c:aten; aad swiK:hiDg~ Network Access
Channels aDd Switched TI'8DIp011 facilities when a taDdcm switch is used as the first point of
interf'Ke to the switched network (e.g., ccmnection offacllities from an interexchenF carrier's point
of IIIt1wrk iDtaf8ce).

(5) ~ JtlUI for .....ry Iatnllllice SwItdIfaF IDtraofIIce SwltdUa.. Switching
betwIen two or more Network Acc:eIs Channels served from the same wire center.

(6) aeq.ired .NFI for ry Swltcbial I'ea1ura:
(A) ........ AI,.,11 An opticmal function available to customets with multiple local

....... 1CCIII1inea in service.
(8) c.a•• C.... )'eMura. Various optiOD8l features which provide added calling
~.

(C) e.tnI 0Mee Ald••• Call DiltributM& The pIOYision of call distribution as an
..... fuMtion at certain electronic central oIices equipped to provide this capability.
Tbis a.aiCIII permits 8D equal distribution of a Jarae volUllle of inc:ornbIB calls to
pledrlip.,ri IfOUPI of lUIIWerin& positions, referred to as apnt positions.

(0) Ceatnl Offtee .... PBX-Type I'ucd... A busiDess communications system furnished
fJDm JIared pI8II'Ml control ceatral oftices that provides the equivalent of customer premises
PBX rrervices throuP the use of central office hardware and software as well as tbrouah
IIItWOIt IeCIAI facilities 1iom tile 0CIDU'a1 office to the customer pNJDises. Included in this
BNF .. be 0DIy JIIntwaJ:e specific to this type of service, processor or meDlOl)' usaae
iIwohed in .......... for this type of service, aDd any software or software right to use
... -ociIted. wid! this type of servic:e. This BNP should exclude any network functions that
are*-Iy Hlemtified as other BNFs.

(7) Beqllired aNl'l f k ••••.,. De.cAted T........J1:
(A) DedIcated T rt Te......tioL An interface which provides for the transmission

ClGIMftioBs (e.g., DlUltiplexing) requiRd between cJuumel collllflCtion and dedicated transport
fadlities.

(8) Dellc."d Tnuport 1'1IdIIty. The full period, bandwidth specific (e.g., DS-o, DS-l, and
DS-3), inIeroft5ce tranamiaion paths established between two points of dedicated transport........

(8) Required aNrl for -kateFry SwltcMd TraDsport:
(A) SwItdlNiNl TrMJ,ort TenUutloa. An interface which provides for the transmission

coawniOIl (e.g., multiplexing) required between the switching function and switched transport
&cilitiIs.

(8) Switdaed TrMlpOrt Facility. The temporary interoffice transmission paths established
betw=n two points of switched transport termination.
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(C) Swledaed TnB.,1I't 1'MdeI8 Switdlla.. The intemiediate points of switching used as an
ecxmomic: MnJIIte to cIirect routing of intelOfftce facilities in the provision of switched
tIUIpOIt

(9) ...31..... BNI'. fer ...~....,......d C....: __...d CoUedloa. The function of
c:ompitiJII the iDbMioD needed for customer biUin& preparing the CUItoIIler bill statement,
diIhIniDI the bill aDd c:oDecdtta 1M CUIlOIDet ,.,....(this iDcludes any collection activitiesI"'" ft»r lite..,..or JlOIl1*)'II1lmt afllilliDslBlOant due).

(10) lie.......... fer _n".'I) Mill '_111II: Me••,.em. The function of aaembling.coB"'''U-_'aa oIlce switch NCOJded call data (occurreece aDd duration).
(11) B.,II'" --.,.. _ "1 Opel..... Set ..... Opes..... 8enteeL The role ofprovidiDg a

DUIIIher afIRe or _1IaDCe 1bDctioM to 8klCUItOIDerS in the followiDl ways: obtaiDing
CUIbDIr bdephoae ~, IInet arJdre. aDd ZIP code iDfbnDItioIl (directory asliltaDce);
pnMdtaa new ........ DUIIlben or~ iDbmation to callers who dill numbers which
have beeIl cJuID&ed or~ (itrtelceptI); Pft'YidiDI &MiItance to QIItomers in completing
openaor haDdlod toO or local calls (coUect, credit card, third patty, lIIation-to-staon or penon-to
perIOD); .Ii",'-Y... to make sure the IiDe is not out of.moe (buIy Jine verification); and
iBtellupdna 1NIy u.s (bay liDe iDterrupdon). TheIe Operator Services are prcJYidtJd to end user
CUIIOIDerJ • well .1c.I exchInae and interexcbange carriers.

(I) LRIC ..... 'er...... 1tNPI.
The DCIU Ihall perform a LlUe study for each oftbe BNFs identified under s81ection (e) ofthis

sec:tion. TIle COIIIpBDy..pedbma the LRlC studies c:c.isteDt with the principles delClibed in
subIectioIl (d) oftbis lIICtilll. AdIIitioaaHy, the compmy shall use the following instnJctions in
detcrminina tile LRIC for iDdivicIIIaI BNFs.
(I) ............. tI ..... For the purpoees of this l18b1ection, the relevant increment of

output, II that tenn is UIeCl in subsection (eX16) ofIbis 1IeCtion, shall be the lewl ofoutput neceII8IY
to SIIiIfY total cumlIIt ......., 1e¥els for aU services usiDI the BNF in question. Adjustments to total
service output may be IDIde to reflect the pRlSence of new services for which demand 1eYe1s can
~ be .*ipltId to iIaeIIe sipikantly over the COUI'Ie of six months.

(2) ReI to.... The c:ompmy shall lI\'OKl the UIe of embedded cost data and shall
deteImiIIeape_ CODsillflent with the priDciples of1011I nm increJMatal costing.
(A) O. • .....n eom.on expeDIeS that are not directly attributable, using the cost

CI 111'_ pribIipIc, to the BNF IbIll be excluded.
(B) "-naili........ The expenses of IlOIIftlCU11'in activities shall be IlepU8tely

ideatified.
(C) Tu& Arty tax ...... not directly attrlbulable, using the cost causation principle, shall be

._ded fRJm the L1tIC study for iDdividua1 BNFs. Spetifically, taxes associated with the
pruviIiGD of tbat UIe more thin one BNF Ibal1 not be included in the BNF LlUCs.

(3) LaIt eIIt LRlC ItUcIies sbaU assume the use of least cost technology. The choice of
least COlt teeJmo1olies, however, shall:
(A) be RItric:ted to teeImoIoPes that are currmrtlyavailable on the market and for which vendor

pIiceI OlD be C!IItaiMI;
(B) be CONi....With. 1eYe1 d output neceary to satisfy current demand levels for aU services

UIiDc the BNF in C('*tion; and
(C) ..ClUIIIi_ widl....n IICtwodt design and topolOI)' requirements.

(4) NetweItl.,••,.,.. WC ..... shall use the existiq or planned network topology.
(S) COlt tI BIOIIej. When the company uses the most recent commission approYed rate of return for the

compeny, u that term is used ill §23.2I(c)(l) of this title (relating to Cost of Sorvice) there will be a
p~ d The complll)' shaUjustify the use ofany other rate.

(6) Rate II WJlen the compIIly uses the most recent commission approYed rate of
depIeciation for the compmy there will be a presumption of reasonableness. The company shall
justify the use of aD)' other rate.
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(7) MM.n of Bit CQIt. LRIC studies sbIl1 identify the appropriate measure of UDit c:ost for a BNF
(0.... min... of-. acc. tiDe). The JDeUUR of UDit COlt choIcn for a BNF abIJ1 conapoad to
the buia 1IpOD wbidl the COllI of the BNF ~ incunecl. The measure of UDit COlt may be
JDUltidhn=riona'; for example, it may have both time aDd distuce compooentl. IB identifyiDJ the
III'....... of uait cost, the company shall ipore the current rate struduJe for tariffed
ICl'Vic:eI UIing the BNF. . .

(I) Da. rna' ..... of UIIit eea. UsiBg the IDClIIIUI'e of uait COlt ideatiftod UDder paraanph (7) of this
IIIIMectioD. the coqIlIDy sball calallate UDit COlt for the BNF buecl on the 8IIUJDPdon of full
ClII*itY udtiptioa of the BNF. wbidllhould allow for Illy span capadty due to lumpy inwItmeDts
or techeicII NqUinBIeDts, such as spire capacity DeIded for teItiDI- The UDit cost shall be
calatllted ... OR the volume ..live COllI of tho BNF aDd oxdudo all COltS that ~ volume
....tM (_u-&tI1DI~ defined in subIections (c)(23)-(24) of this 1OCtion).

(9) ....m'·.... til~ IIlI1111idve CGItI. The company Iball calculate tho volume insensitive
CCIIII (_ defiMd in~n (c)(24) ofthia 1OCtion) for tho BNF.

(10) CeIt.rhwI. WC IIUdits sIaaI1 identify aad account for all rekMmt COlt driven. LRIC studies for
cedain &NFl abIll. a minimum account for tho cost driverslplCified below.
(A) Celt driven fer NA CIauaeI Balk Level, NA CIt... DS-t UwrI, ... NA CIwuteI D5-3

LewI. The LRICs for these BNFs shall systematk:alJy account for variations in costs caused by
variatiou in
(i) tile deality ofa wire center,
(il) tho size ofa wire center; and
(iii) die diItaI¥:e.

B) Celt ...... for NAC~ Balk: UveI, NA CouectioD DS-t Level, ud NA
Can.cdDa DS-3 LeveL The WCs for these BNFs shall systftnatically account for
variations in QQItB causod by variations in
(i) the density ofawire center; aDd
(ii) the size ofa wire c:emor.

(C) Celt .... fer IIItneIIIce SwitdaiDl _d IDteroftice Switcbiq. The WCS for these
BNFs lUll .,....mcally account for variations in costs causod by variations in
(i) tho doDsity ofa wire e.enter;
(ii) the _ ofa wire center; and
(iii) the time ofday.

(0) Celt ........ Dedieated 1'ruIpor1 I'ldlitiel ud Te....tioa. The WCS for these
BNFa sballsystematically ICQOUI1t for variations in costs caued by variations in
(i) the Iize ofa wire center; and
(il) the diswlce.

(E) Celt *"en fer SwItcW TrulPOr1 JaciUtiel, TenwieatioD ud Tudeal SwitclUDc- The
WCS for these BNFs shall systematically account for variations in costs caused by variations
in
(i) the size ofa wire center;
(ii) the diItance; and
(iii) time ofday.

(F) CGIt ....... for MeuI..-eat. The WC for this BNF shall systematically account for
variaDoIII in ClO8tS caused by variations in
(i) the dlaity ofa wire center;
(il) the size ofa wire center;
(iii) the tiD ofday; and
(iv) the duration ofa call.

(G) Cost driven fer Oper.tor Senices. The WC for this BNF shall systematically account for
variatioDs in costs caused by variations in the type ofoperator services calls.

(g) LRIC stuella for tariffed services. The DCTU shall perform a WC study for each tariffed service.
except those services for which a waiver has been granted under the workplan approyed under
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....etioR (m) oftbis 1ICtion. Each WC study for a tarift'ed service sball be calcuIIIted as tile sum of tile
COllI called by that • leIYice's tile of BNPs and any other service specific costs UIOCiated with fuDctions
DOt icIeBtifted • IfJpIIIlte BNFs, IUCh as~ of biUiD& lIervice specific adYeI1iIiDI and marketiD&
aDd .moe .,.eiftc taxes. E8ch LIUC study for a tariII'ed IeI'Vice sbaI1 be CDDIiItent with the principles
deIcIibed in~ (d) ofttlis leClion. Additionally, the company sbaI1 UIe tile following instructions
in detamiDiDg the LRlC for individual tari1red 1eIVices:
(I) NIp,III• .,1IUI .. ceIU to ta........ riceI. The WC study IbaIli~ the BNFs that are

UIId iD the pnMtioIl of the tatIft'ed .mce; the 10DI ron iDcremenIaJ COItStbr the tari1red service
IMIl ... the ClOIIII .-dated with dais lJIIP. The COltS aIIOCilled with the service's U8e of a
BNF sbaI1 be c:IIIcIaIDd as the product of the UBit c:ost for the BNP (as determined under
....... (1)(1) ofdlis 1ICtion) and the dcmuIncI of the IeI'Vice for tbat BNF.

(2) ........... 01 COlD. The WC study for an iDdividual tari1red IeIVice shall include all
service IfJOCJftc COltS (e exp IlIIICS ofbiDiq, marketiD& customer service or teIVice specific taxes)
related to the proyiIion ofthe service that ale DOt included iD the c:os1S for the BNFs.

(3) &.....n 01 c. • COlD. The LRlC Itudy for an iDdi¥ichm tariII'ed IeIVice sbaU exclude any
COltS tbat ale~ COltS (as detIned in sublection (c)(~) of this leClion). Specifically, the
iDdMdaa1 LRlC .... for residlmtia1 aDd busiDeIIs baic local excMnae 1OIVice. as these services
ale tarifIlcI on the dIlcIm date of this IIlCtion, sMIl exclude lIlY volwM iDIensitive COlts usociated
with the WIC of the Network Ac:cess Channel Bllic Level (as defined in IItIbIection (e)(I)(A) of this
section) and Network Ac:cess Channel Connection Basic Level (as deftDed in sublec:tion (e)(2)(A) of
this leCtion).

(4) :R*ftDt _raHIIt of G8tput. For the purposes of this subIectioD, the relevant increment of
..... tIIIt term it UIId in IUb8ection (c)(16) ofthis section, sbaIl be the level of output necessary
to~ current deMncllevels for the service. Ac:\justmen1S to total service output may be made to
reflect the presence of new services for which demand levels can demoDStrably be anticipated to
increue sipi1icandy over the coune ofsix 1DOIdhs. .

(S) ...... UfC••• te lenka. The company shall awid the WIC of embedded cost data and shall
deIet'IIu.e expeDIeI oonsiate.nt with the principles of lOBI ron iDcremeDtal costing.
(A) C_ D. ...... Common expeI*I that are not directly attributable, using the cost

CIII.-tiou principle, to the service sbaIl be ~cluded.

(B) N.......... apeBIeI. The expeases of nollftlCW'l'ing activities shall be separately
icIendfied

(C) ,..... AD.y tax expeDIeI nOt directly attributable, using the cost causation principle, shall be
flIJICIulIed from the WC IlUdy for individual services.

(6) Least CGIt tee:boIGIY. LRIC studies shall assume the use of least cost technology. The choice of
least COlt technologies, however, shall:
(A) be..-icted to~ that are currently available on the market and for which vendor

prices can be oIDiDcd;
(B) be CODIistent with the level of output nec:essa.ty to satisfy current demand levels for all services

UIiDI the BNF in question; and
(C) be CODIistcnt with 0YeI'al1 network design and topology requirements.

(7) Network.......,. LRIC studies shall U8e the existing or planned DetWork topology.
(8) C8It.,~. WIIlCD the computy uses the IIlOIt recent commission approved rite ofretum for the

company, as tbat term is UIed in §23.21(c)(l) of this tide (relating to Cost of Service) there will be a
presumption of reasooableness. The company sbaI1 justify the use ofany other rate.

(9) Rate fI ....red.... When the company uses the most recent commission approved rate of
depreciation for the company there will be a presumption of reasonableness. The company shall
justify the U8e ofany other rate.

(h) IdelltifIcdea 0I.NJ'.... .,.,. fI.nieeldtat "are lJipJlluat eGIIUDOII eOItI ad ealeuJatiOII fI
.a. e--. COItL Tbe company shall identify all instances in which BNFs and groups of services
IIbare signifllamt common costs and calculate such common costs.
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(I) c-. n •••• BDL 'no COlDpIny shall identify and ca1cu1ate for elCh subc:ateIotY ofBNPs
and CIIfeIOIY ofBNFI significant costs that are common to BNFs (as dafined in lIUbIoction (c)(')(B)
of this lIOCtion). CQIfI COIDIDOD to BNPs shall only be identified and calculated at the 1eYe1 of
lIUbadeIories ofBNPI aDdIor eateaodes ofBNFs.

(2) c.a fI.niceL The company shall identitY and calculate all sill'ificant
oomJDOD costs and the groups of services that share those common costs (85 defined in
unction (c)(')(C) ofthis section).
The caladation of common costs required UDder parqrapbs (1)-(2) of this sublection shall be
coasirtllllt with the principles described in subsection (d) of this section and the inltnK:tions lilted
below.

(3) ..,... iKnIMat fI..... When common costs are computed for BNFs or services, the
.... iDcremoDt rI output. as that term is used in subIection (c)(16) of this *lion, shall be the
level rI output~ to IItiIty current cJemand levels for the BNPI or the scrric:es. A4ustmentB
to.. ICIVice outIlUt may be IIIIde to rctlect the p.-ace of DeW services for which demand 1evels
CIa.....rIbly be IDticipatecl to increase significantly over the ooune ofsix months.

(4) "".UI The c::oqJIDY shall avoid the use of cnabodded COlt data and shall determine expenses
ewsi.... with the principles of long ron incremental costing.
(A) N_recuni.1 e..... The expenses of nonrecurring activities sbaIl be separately

identified.
(8) T.... Any tax expeDIeS BOt directly attributable, using the cost causation prindple, shall be

cxdudod from die COlt studies for common costs.
(') LalIt ClOIt tecIa..... The studies shall assume the use of least cost technology. The choice of

leut COlt tedmolop., however, shall:
(A) be JIItricted to tecbaolopes that are currently available on the JDIJ'ket aDd for which vendor

prices can be obtained;
(8) be consiRent with the level ofoutput necessary to satisfy current demand levels for the BNPs or

.w:es in~; and
(C) bI consiltmt with overall network design and toPology requirements.

(6) Network .,110o. Coat studies shall use the existing or planned network topology.
(7) Celt f1-..ey. When the company uses the most nx:ent commisIion approved rate of return for the

compIIIy, as that term is used in §23.2I(c)(I) of this title (relating to Cost of service) there will be a
preswqptioaof~, The company shall justify the use ofany other rate.

(8) :Rate f1.............. When the company uses the most recent commission approved rate of
depndltion for the COIDIJ8DY there will be a presumption of reasonableness. The company shall
justify the use ofany other rate.

(i) LaIC .... lor ...... fI tarlft'ed .nica tbat sIw'e sipificaat~ COItI. The ocru shall
perform a we study for .. poup of services identified under subsection (b)(2) of this section. Each
group WC shall be c:alcuIated as the sum of the LRlCs (as determined under subsection (J) of this
section) for the IeI'Vices in the IfOUP and the common costs for those services (as identified under
subsection (h)(2) of this section). Each LRIC study shall be consistent with the principles described in
subsection (d) of this lIICtion. Additiooally, the company shall use the following instructions in
determiniaa the LRIC for JI'OUPS ofservices.
(I) """t lTere..t of -,ut. When the LRIC is computed for a poup of services, the relevant

incNeeDt of output. as that term is used in subsec;tion (c)(16) of this section, shall be the level of
output MCOII8I'Y to IItisty current demand levels for the services in the group. AtljustmentB to total
service output may be made to reflect the presence of new services for which demand levels can
de:moIIIIl'IIbIy be aoticipIted to increase significantly over the course ofsix months.

(2) Reh•••~ to ...... or IervkeL The company shall avoid the use of embedded cost data
aad .-at dIIermiae expenses consistent with the principles of long ron incremental costing.
(A) C__ apeaIeI. Common expenses that are not directly attributable, using the cost

causation principle, to the group of services shall be excluded.
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